Payroll Audit Checklist
	Client: [Client Name]
	Period end: [MM/DD/YYYY]

	Prepared by: [Initials] Date: [MM/DD/YYYY]
	Reviewed by: [Initials] Date: [MM/DD/YYYY]

	W/P reference: [Ref]
	Engagement: [Audit / Review / Compilation]



For a financial statement audit, review or internal audit of the payroll cycle. Tailor to the entity, the payroll provider (in-house, PEO or third-party processor) and the states where employees work. Obtain the processor’s SOC 1 report where one exists and test the complementary user entity controls.
1. Understanding and controls
	Procedure
	Yes / No / N/A
	W/P ref / evidence
	Initials / comments

	Obtain an understanding of the payroll process: hires, terminations, rate changes, timekeeping, approval, processing and payment
	
	
	

	Identify the payroll provider and obtain its SOC 1 Type 2 report; map complementary user entity controls
	
	
	

	Hiring and pay rates approved in writing by someone outside payroll processing
	
	
	

	Terminations processed promptly; final pay and benefit cut-off checked
	
	
	

	Time records approved by supervisors before processing
	
	
	

	Payroll register reviewed and approved before funds are released
	
	
	

	Segregation of duties: adding employees, changing rates, processing and distributing pay are split
	
	
	

	Access to the payroll system and master file restricted; master file change reports reviewed
	
	
	



2. Payroll expense and reconciliations
	Procedure
	Yes / No / N/A
	W/P ref / evidence
	Initials / comments

	Agree payroll register totals (gross pay, withholdings, employer taxes) to the general ledger for the year
	
	
	

	Reconcile the four quarterly Forms 941 to the payroll register and GL; investigate differences
	
	
	

	Reconcile Form W-3 / W-2 totals to the annual Form 941 totals and payroll register
	
	
	

	Reconcile Form 940 (FUTA) and state unemployment (SUI) returns to taxable wages
	
	
	

	Reconcile state withholding returns to the payroll register for each state
	
	
	

	Perform analytics: payroll by month, headcount, average pay; compare with budget and prior year
	
	
	

	Test a sample of employees: agree pay rate to authorization, hours to approved time records, recompute gross-to-net
	
	
	

	Test officer and owner compensation against board approval or agreements
	
	
	

	Review bonuses, commissions and severance for approval and correct period
	
	
	



3. Payroll taxes and deposits
	Procedure
	Yes / No / N/A
	W/P ref / evidence
	Initials / comments

	Federal tax deposits made on time under the entity’s deposit schedule (monthly or semiweekly); review EFTPS records
	
	
	

	Penalty or notice letters from the IRS or state agencies reviewed and accrued if needed
	
	
	

	Payroll tax liabilities at year end agree to subsequent deposits
	
	
	

	Multi-state employees and remote workers: withholding and unemployment registered in the right states
	
	
	



4. Benefits and retirement plans
	Procedure
	Yes / No / N/A
	W/P ref / evidence
	Initials / comments

	Employee 401(k)/403(b) deferrals remitted as soon as they can reasonably be segregated, and no later than the 15th business day of the month following the month received (outer limit, not a safe harbor; 29 CFR 2510.3-102)
	
	
	

	Plans with fewer than 100 participants at the beginning of the plan year: deposits by the 7th business day fall in the DOL safe harbor
	
	
	

	Late deposits identified, lost earnings corrected and reported as required (the DOL Voluntary Fiduciary Correction Program is one correction route)
	
	
	

	Employer matching and profit-sharing contributions accrued under the plan terms
	
	
	

	Health insurance and other benefit withholdings agree to carrier invoices and remittances
	
	
	



5. Accruals and cut-off
	Procedure
	Yes / No / N/A
	W/P ref / evidence
	Initials / comments

	Accrued wages for days worked but unpaid at year end recomputed
	
	
	

	Accrued paid time off (PTO / vacation) recomputed under policy and state law where vested
	
	
	

	Accrued bonuses and commissions agree to plans and subsequent payments
	
	
	

	Payroll tax and benefit accruals agree to subsequent remittances
	
	
	



6. Classification and fraud indicators
	Procedure
	Yes / No / N/A
	W/P ref / evidence
	Initials / comments

	Workers paid as contractors (Forms 1099-NEC) reviewed for employee-vs-contractor classification risk
	
	
	

	Exempt vs non-exempt classification under the FLSA reviewed for a sample of salaried employees
	
	
	

	Ghost employee tests: employees with no deductions, no time off, shared bank accounts or addresses, or no HR file
	
	
	

	Payroll changes made just before and reversed just after pay runs reviewed
	
	
	

	Payments to terminated employees after termination date investigated
	
	
	



Conclusion
Based on the procedures performed, payroll expense and related liabilities [are / are not] fairly stated, except for: ______
Prepared by: [Initials] [MM/DD/YYYY]    Reviewed by: [Initials] [MM/DD/YYYY]
Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
